The paper contrasts two theoretical perspectives that account for business group formation in the small business sector: the financial perspective and the organizational/entrepreneurial perspective. Two main hypotheses are derived from these perspectives: the first hypothesis concerns capital and knowledge intensity required by the business; the second one refers to the entrepreneur's ownership of firms in business groups. The empirical results show that the financial and the organizational perspectives are both relevant in explaining business groups in the small business sector, but the entrepreneurial perspective is more appropriate when explaining the ownership structure of firms within business groups.
Introduction
A business group is a set of firms owned and controlled by the same people by means of ownership ties . Interest in studying business groups has grown, as a result of an increased awareness of their widespread presence and economic importance in both emerging and developed countries. In the small business sector business groups are associated with 'portfolio entrepreneurs' i.e. habitual entrepreneurs who retain ownership and control of previously established businesses thus leading to the formation of business groups.
Most of the literature on business groups has referred to large corporate groups, sometimes the largest in a country, but there is increasing awareness that portfolio entrepreneurs and business groups are widespread in all sectors and size classes and are relevant also in the small business sector. The presence of business groups in the small business sector suggests that their development may be associated with entrepreneurial processes, and particularly with the activities and strategic behaviours of habitual entrepreneurs (Rosa, 1998; Iacobucci and Rosa, 2005 and .
In the present study we define business groups in terms of ownership and control ties. We would not deny the importance of other forms of relations among firms that are not based on ownership ties , but we adopt that definition here both because it gives clearer and more objective guidance to delimit the boundaries of the group and it is suited to the aims of this study.
1
There is a large literature explaining the presence of business groups. Most of this literature refers to emerging countries and considers the group to be a substitute for the deficiency of market institutions and imperfect information flows, the so-called institutional voids theory. 2 In the case of advanced economies, where such deficiencies are less marked, groups have been seen mainly as financial devices to separate control and cash-flow rights. The main aim of this paper is to compare the financial explanation with an alternative explanation based on entrepreneurial/organizational reasons. The financial and entrepreneurial perspectives analysed in this paper are not conflicting with the institutional voids theory put forward to explain the presence of business groups in emerging economies. We focus on the first two explanations as our empirical analysis refers to business groups in an advanced economy.
Moreover, we focus on small and medium sized groups which are less 1 This is the same definition normally adopted in the economics and business literature (Lhuillery, 2011) . The definition of business group used in this paper is also the one normally adopted by statistical agencies (Eurostat 2003) and by the financial accounting standards for delimiting the area of consolidation when drawing consolidated financial statements. 2 It is beyond the scope of this paper to review this literature: see Colpan et al. (2010) for an up-to-date survey.
Copyright c 2015 University of Perugia Electronic Press. All rights reserved 2 researched. The small business and portfolio entrepreneurship 3 literature has concentrated on the entrepreneur, who is assumed to be the main agent for establishing the business group. Research has found that establishing or expanding a business group is a common way for entrepreneurs to develop a new business. Up to a third of smaller limited companies may be part of multiple venture creation activities by their founder entrepreneurs These entrepreneurs demonstrate a preference for establishing additional new ventures, rather than focusing on growing a single business into a large one. Several studies have explored the differences between novice, habitual and portfolio entrepreneurs and how these differences may influence new business performance.
One of the key research questions is why and when portfolio entrepreneurs decide to set up a new firm to develop a new business rather than exploiting the new opportunity within the already established company. On a theoretical basis there are two main competing views on this issue.
First, the financial explanation put forward by several authors stresses the importance of raising outside equity to explain the creation of a new firm when exploiting a new business opportunity. Second, the entrepreneurial/organizational explanation which emphasizes the fact that legal autonomy allows entrepreneurs to involve other people in the ownership of the new business. By involving other people in the start-up of new ventures, entrepreneurs enhance their ability to exploit new business opportunities by mobilizing and motivating specialized human capital resources.
Both explanations offer useful insights for understanding the presence of portfolio entrepreneurs in the small firm sector, but they differ in their basic assumptions and consequent results. This paper aims at comparing, on an empirical basis, the predictions of these two perspectives. It takes advantage of an Italian survey of manufacturing firms that contains information on business groups. To our best knowledge this paper is the first attempt at empirically testing and comparing the predictions of the financial and the entrepreneurial perspectives on business groups in the small business sector, 4 and the first to consider how far the two perspectives link with each other.
The paper makes the following contributions. We show that the financial and the organizational perspectives can be considered to some extent complementary in explaining the presence of business groups. Specifically, the financial explanation is in accordance with the data in predicting the presence of larger and capital intensive firms in business groups while the organizational explanation is in accordance with empirical evidence in pre- 3 We follow the definitions of Birley and Westhead (1994) , where an habitual entrepreneur is one that starts more than one business. A portfolio entrepreneur starts and retains ownership and control of several businesses. In contrast a serial entrepreneur only owns one business at a time, always closing a business before starting another one. 4 Also Almeida et al. (2011) test some hypothesis derived from the financial perspective; however, they refer to large listed groups in Korea.
http://www.rei.unipg.it/rei/article/view/136 3 dicting the presence of knowledge intensive firms in business groups. Finally, the organizational perspective is more appropriate when explaining the ownership structure of controlled companies. The paper is organized as follows. In Section 2 we review the theoretical literature on business groups, discuss in more detail the theoretical predictions of the financial and organizational approaches, and present the hypotheses to be tested. Section 3 discusses the methodology and describes the dataset used in the empirical part. Section 4 presents and discusses the results while Section 5 draws conclusions and suggests future research possibilities.
Theoretical issues and research questions
Business groups are the results of established entrepreneurs setting up or acquiring new companies. The empirical evidence shows that setting up a new firm is a common approach of established entrepreneurs when pursuing new business opportunities. 5 We lack detailed data on the prevalence of business groups in different countries; but business groups are relevant in all the industrialized countries and also in the small business sector. Moreover, the frequency of business groups appears to be increasing According to the latest information provided by ISTAT (the Italian National Statistics Agency) in Italy there were in 2010 more than 80 thousands business groups, controlling about 180,000 companies and with 5.7 million employees They represent more than a third of the overall employees in the private sector and more than a half of the employees of joint stock companies. Moreover, the number of companies and employees of business groups is underestimated as they refer only to the companies located in Italy. the companies and about 40% of the overall employees. As observed also in other developed countries, the phenomenon of business groups is relevant also among small and medium sized firms.
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To explain when and why a growth strategy results in the formation of a business group, we need to examine the specific advantages of giving legal autonomy to organizational units created to develop a new business. One of the main advantages is that setting up a new legal entity allows entrepreneurs to differentiate the ownership structure of the new activity from the established one(s), thus allowing equity capital to be raised from minority shareholders.
There are two main theoretical approaches to explain why entrepreneurs prefer to differentiate ownership in this way. The first (we term the financial perspective) stresses the raising of outside equity to maximize the return on the capital invested by the entrepreneur, made possible by having a separate legal unit . The second (we term the organisational perspective) considers the involvement of other people in the ownership of the new business in order to enlarge the entrepreneurial team; this is done by recruiting and engaging expertise without diluting ownership of the main business(es). These two explanations have different implications for the ownership structure of the new business and the role played by the providers of outside equity.
Within the financial perspective business groups are considered as a mechanism for separating cash-flow rights from control rights which allows, for example, family business owners to control and grow large companies with little investment. 7 This approach has been traditionally applied to large, publicly traded, firms. It is unclear to what extent this explanation is valid in the case of smaller firms. Referring to family firms Almeida and Wolfenzon (2006) recently suggested the importance of raising outside equity to justify the creation of a new legal unit when exploiting a new business.
According to the financial perspective (henceforth FP) business groups are used by entrepreneurs to manipulate the ownership structure of new businesses to maximize their financial wealth. The legal autonomy of the new business gives the entrepreneur the opportunity to raise outside equity to finance new ventures. In the FP it is taken for granted that the 'entrepreneur' retains control and management of the new business and that the minority shareholders are purely investors with no involvement in management. This model justifies the presence of business groups because entrepreneurs have advantages in being able to draw on the cash flow of their existing businesses to leverage further capital from outsiders who are in- 6 In Appendix A we provide some examples of Italian business groups. 7 This approach has a long history which can be traced back to the seminal works by Berle and Means (1932) and Hilferding and Bottomore (1981) . For a discussion see Wolfenzon (2006, p. 2638) .
http://www.rei.unipg.it/rei/article/view/136 5 vesting in the new venture Within the financial explanation there is a debate on whether the internal capital market in business groups is used as a way of expropriating minority shareholders or to support controlled companies in periods of financial distress In general, the literature assumes that the tunnelling of resources among firms within groups advantages controlling shareholders.
The organizational perspective (henceforth OP) focuses on the organizational problems faced by entrepreneurs when developing new businesses. When considering entry into a new business, established entrepreneurs are faced with two problems: a) how to take advantage of the synergies with established businesses while guaranteeing the necessary autonomy of the new business; b) how to divide time and attention between the management of established businesses and the new venture.
The start-up phase is critical to the success of the new business and requires that the entrepreneur dedicates her/his time and attention to adjust planned actions to unforeseen events, and to deal with unpredictable contingencies typical of this initial phase. Yet as a habitual entrepreneur he or she still needs to devote time to running the other company(s). Establishing a new company rather than growing within the same one confers real advantages to the entrepreneur in addressing these problems. The legal autonomy granted to the new venture helps to focus resources and monitor results. In addition, and even more importantly, legal autonomy allows the entrepreneur to modify the ownership structure of the new business and give minority shareholdings to those involved in the start-up of the new venture, without diluting ownership of the main businesses. By involving other people in the start-up of new ventures, entrepreneurs overcome the problem of allocating their time between their established and new activities, and enhance their ability to enter new businesses while retaining ownership and control of already established firms.
In addition to the time allocation problem, the involvement of other people in the ownership and control of new businesses enables the entrepreneur to introduce and involve specialized human capital resources. Moreover, when starting a new business entrepreneurs need to provide incentives to key employees to protect from the risk of being expropriated of the sources of competitive advantages. One of the ways to prevent knowledge steal from key people is to involve them in the ownership thus entrenching them to the new business. In addition, the ownership of a minority share in the new business, allows the employee to become part of the entrepreneurial team thus providing further motivation. The latter arguments are more and more important because the sources of competitive advantage are shifting from physical assets to knowledge/intangible assets that can be more easily stolen by key employees.
The two perspectives (FP and OP) reach similar conclusions about the main reasons for setting up a new company, i.e. modifying the ownership Copyright c 2015 University of Perugia Electronic Press. All rights reserved 6 structure of the new business, but for different reasons. The empirical relevance of these approaches can be assessed by highlighting their different predictions; specifically these relate to: i) when it is more likely for a firm to be part of a business group; ii) the ownership structure of the controlled firms.
According to the FP, "firms in pyramids are expected to be larger or to belong to capital intensive sectors". 8 As the required investment increases, firms are more likely to belong to business groups. For this reason a key variable to explain the presence of business groups is expected to be the amount of capital needed to set up a firm. In contrast, the organizational perspective emphasizes the importance of human capital in the creation of new firms. As a result, knowledge intensive firms are more likely to belong to business groups because of the need to involve in the entrepreneurial team specialized human resources.
As a result we compare the following contrasting hypotheses:
i.a) larger and more capital intensive firms are more likely to belong to business groups (FP) i.b) knowledge intensive firms are more likely to belong to business groups (OP).
A key issue in both explanations of business groups is the ownership structure of companies. According to the FP the main reason to set up a business group is to separate cash flow rights and control rights of controlled companies (equity leverage mechanism).
9 For this reason we expect that the ownership stake held by the entrepreneur in directly controlled company (head of the group) should be at least no smaller than the ownership stake held in companies controlled by other companies. We expect, therefore, that the ownership stake held by entrepreneurs in head companies is similar to the one held in standalone firms. Moreover, we expect the entrepreneurs to retain the minimum share to maintain the control of the business and the minority shares to be as higher as possible.
Within business group it is necessary to distinguish between firms directly owned by the entrepreneur and firms controlled by other firms, since it is only in the latter that the 'equity leverage' mechanism is at work. Just to give an intuition, let's consider Almeida and Wolfenzon (2006) use the term pyramid to refer to firms controlled by other firms. 9 In contrast to the traditional 'equity leverage' argument Almeida and Wolfenzon (2006) states that: "It is possible to observe pyramids in which the controlling family has high cash flow stakes in member firms, in which case the separation between ownership and control is not large" Wolfenzon 2006, p. 2662 Figure 1 is an example of a so-called vertical business group (pyramid). In this kind of group there is a firm (A) which is at the head of the group. The head is the only firm which is directly controlled by the entrepreneur and which controls other firms, directly (e.g. firm B and C) or indirectly (e.g. firm D). In vertical groups the equity leverage mechanism is at work for all the affiliated firms but for the head (being directly controlled by the vertex). Figure 2 is an example of a so-called horizontal group. In a horizontal group there is not a head: the 'head' is, with a little abuse of terminology, the entrepreneur himself since all firms are directly owned by the entrepreneur. For this reason in a horizontal group the equity leverage mechanism is not at work. Finally, Figure 3 presents a 'mixed' situation where the equity leverage mechanism is at work only for one firm (L) which is owned by another firm (I).
In the empirical analysis, in order to assess the predictions of FP we will check whether a firm in a business group is controlled directly by the entrepreneur or whether it is controlled by another firm.
In the OP perspective minority stakes in new companies are sold with the aim of involving other people in the management of new firms; therefore, these stakes can be expected to be low since they are aimed primarily at providing incentives to people involved in the start-up and management of the new business and not to raise outside equity.
Therefore we can test the following alternative hypotheses:
ii.a) entrepreneur(s) are expected to hold smaller ownership stakes in firms controlled through other firms, relative to firms directly owned and controlled (FP) ii.b) entrepreneur(s) are expected to hold greater ownership stakes in firms controlled through other firms, relative to firms directly owned and controlled (OP) http://www.rei.unipg.it/rei/article/view/136 9
Data and Methodology
In this paper we consider whether these theoretical approaches are consistent with empirical evidence of business groups in the small business sector. The study of these issues has been handicapped by the fact that national data on habitual entrepreneurs and small business groups are rarely collected. Most countries collect data on firms, with the assumption that it is firm performance rather than entrepreneurial performance that is of primary interest (Scott and Rosa, 1996) .
To test the above hypotheses we use quantitative analysis based on secondary data derived from the Capitalia dataset which is based on a periodical survey (every three years) of a representative sample of about 4,000 Italian manufacturing firms with more than ten employees. In this study data refer to 2003. The Capitalia survey is particularly suited for our purposes since it requests information indicating whether a firm belongs to a business group, and what its position is within the group. Moreover, the dataset allows a detailed analysis of the ownership structure of firms since it has information on both ownership share and type of owner (person or legal entity). This information is relevant to our analysis since, as we have seen, the FP makes some predictions about the level of ownership concentration on the basis of the position of the company within the group and whether it is controlled directly by the family (head of the group) or through other companies. The Capitalia dataset does not provide information on the exact position of the firm within a group. Nevertheless, it asks companies belonging to a group whether: a) they control other companies but are not controlled by a company (head of the group); b) they are controlled by a company and control other companies (intermediate position); c) they are controlled by a company but do not control other companies (bottom of the group). The typology of owners and positions within the groups structure allow us to test the difference between the ownership structure of companies owned directly by a family, with those owned through established companies. Moreover, the dataset allows us to compare the differences between independent firms and those belonging to a business group. Although the study refers to Italy, we have no reason to believe that factors affecting the presence of business groups are different in Italy.
To test the implications of the two approaches discussed in the previous section we use Probit and OLS models. The Probit models are used to test which factors affect the probability of a firm to belong to a business group; the OLS models are used to analyse the ownership structure of companies within business groups.
We note that when testing hypothesis i) a reverse causality problem can occur, that is the affiliation to a business group can affect firms characteristics such as size, R&D intensity, etc. The presence of endogeneity (i.e. one or more regressors correlated with the error term) will produce biased and Copyright c 2015 University of Perugia Electronic Press. All rights reserved inconsistent estimates of coefficients. To cope with endogeneity we use instrumental variables. In particular, as instruments we use the mean value of the variables at the industry level (2-digit Ateco). 10 We use these instruments because of the absence of other variables that could be used as proper instruments. In the next section we discuss in more detail this issue. (1) To control for industry features we use the Pavitt classification of sectors based on innovation patterns (Pavitt 1984) . The classification distinguishes between four macro sectors: scale intensive, dominated suppliers, science based and specialized suppliers. In the estimates we use the supplier dominated sector as reference.
The Capitalia dataset contains data on 4,280 firms of which 1,386 belonging to business groups. Of the latter, 351 are directly controlled by families while the remaining are controlled by other companies. There is a large literature debating what a small firm is, and the complexities of defining a small firm (quantitatively and qualitatively -see for example). In contrast there is no literature on what may constitute a small business group. Should one take the individual firm as the unit of maximum size, or the aggregate of all the firms in the group? In our view the most important consideration is whether the group is based on the ownership of an entrepreneur (or family) and not part of a large publically owned corporation. Consequently we focus on owner managed small firms, and follow the EU definition of a small firm of comprising no more than 250 employees. When considering the overall group we restrict our analysis to groups with less than 500 employees; given that a group is made up of at least two companies, this ensures that the average size of companies belonging to groups is less than 250 employees. Thus firms with less than 250 employees are 3,079 of which 791 belonging to a group.
The original dataset has been integrated with data from company annual reports of 2001, 2002, and 2003 . Additional data on variables such as capital and knowledge intensity, needed to be obtained from the company annual reports. These were not available for all firms and all years, the dataset we use is thus made up of about 2,700 firms. It is possible that firms with no annual reports are the smallest, and this raises the possibility of bias. On checking, there appeared to be no noticeable difference between the sizes of firms which had and did not have annual reports. Table 2 shows the variables used in the empirical analysis, the ways in which they are calculated and whether they refer to firm or group level. Table 3 presents some descriptive statistics. Elaborations on Capitalia data set.
Empirical analysis
The first hypothesis we test is that larger or capital intensive firms are more likely to belong to business groups (FP), and its correspondent "organizational" counterpart (OP) -i.e. knowledge intensive firms are more likely to belong to business groups.
In order to test these hypotheses we use fixed assets (in logarithmic Copyright c 2015 University of Perugia Electronic Press. All rights reserved terms) as a proxy of capital investment of the firm. Moreover, we use the share of employees with a degree on total employees as a proxy for the importance of human capital and the ratio between R&D expenses and sales to measure the knowledge intensive of the firm. We also control for the size of the firms (employees in logarithmic terms) and the age of the firm. Before introducing Probit estimations we present the correlations matrix between the independent variables of the regressions (Table 4) . Elaborations on Capitalia data set.
The probability for a firm to belong to a group (hypothesis 1) is tested using Probit estimates. The dependent variable (Group) is a dummy variable which equals 1 if the company belongs to a business group and 0 if the company is an unaffiliated one. In order to tackle endogeneity problems we will use instruments for the explanatory variables: Capital intensity, Human capital, R&D intensity, Firm size. As instruments as said above we use the mean values at 2-digit industry level. The regressions are carried out by using the ivprobit-STATA command. In order to check the validity of instruments (weak instruments) we also run a linear regression model with instrumental variables. In this case, in order to perform a test of overidentified restrictions we add another instrument which is: the mean value of log of total Assets at two-digit ATECO. We perform both Sargan and Bassman tests of overidentified restrictions for the 2SLS estimator. Furthermore we run the model by requiring robust standard errors and then obtaining Wooldridge's score test of overidentified restrictions (which is robust to heteroskedasticity). All tests do not reject the null hypotheses that the instruments are uncorrelated with the error term.
We note that the variable Human capital is highly significant in all specifications, while the variable Capital intensity is less significant and non robust to various specifications. The strong effect of size in influencing the probability of being in a group is confirmed by the relevance and significance of the firm size variable and supports the FP. Overall these results are in accordance with both the predictions of the financial and the organizational perspectives (Table 5 ). In this sense the organizational and the financial exhttp://www.rei.unipg.it/rei/article/view/136 13 a. The regression includes a constant term. b. Firms carrying out operations of acquisition/hiving off in the period considered are excluded. Legend: *** significant at 1%; ** significant at 5%; * significant at 10%. Elaborations on Capitalia data set.
planations seem to be complementary to each other. The variable used as a proxy for the knowledge intensity of production (R&D intensity) is never statistically significant. a Legend: two-tailed t-test for mean equality; ** significant at 1%; * significant at 5%. Source: Capitalia data set
The variable Age is significant in all specifications and its coefficient is negative. This means that affiliated firms are more likely to be younger Copyright c 2015 University of Perugia Electronic Press. All rights reserved than independent firms. Finally, we note that according to the Wald test for exogeneity we reject the null hypotheses that there is no endogeneity.
The Capitalia dataset shows that the share of ownership of controlled companies is quite high and generally much higher than is needed to secure control; this is in accordance with the predictions of the OP and contrasts with FP. This means that separating cash flow from control rights is not always the justification for creating a group structure (Table 6 ). We performed t-tests for mean equalities of ownership shares between standalone firms and firms belonging to groups. The t-test confirms that there is no significant difference in ownership shares between standalone and head of groups while there are significant differences in ownership shares between the head of groups and controlled companies (intermediate and bottom companies). a. Robust standard errors in parentheses; the regression also includes a constant term. Legend: *** significant at 1%; ** significant at 5%; * significant at 10%. Elaborations on Capitalia data set.
The Capitalia dataset also shows that when a company is controlled by another one, the average share is higher than when it is at the head of the group and is directly controlled by the entrepreneur. In fact, the main difference in ownership concentration is observed when we compare firms http://www.rei.unipg.it/rei/article/view/136 15 owned directly by the entrepreneur with companies controlled by other companies; in the latter case, the position within the group is less relevant to ownership concentration.
In order to analyse prediction ii.a), we assume that ownership concentration is related to variables other than type of owner (physical person or company) and the position of the company in the group. To assess the robustness of the previous analysis, we performed a multivariate analysis, taking into account other variables that potentially might influence ownership concentration.
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The main explanatory variables are Person and Controlled. According to the FP we expect a positive coefficient for the variable Person since (as said above) for companies owned directly by the entrepreneur the equity leverage mechanism is not at work. For symmetrical reasons we expect a negative coefficient for the variable Controlled.
Moreover we control for company size (measured by the number of employees), overall size of the group and the technological regime to which the company belongs. For this last we use ratio of R&D expenditure on sales as a proxy for the firm's product innovation intensity. The expectation is that the coefficient of this variable will be positive because of the greater difficulty involved in raising external capital (equity) for R&D investment (due to higher information asymmetries). In the case of company size, we expect a negative coefficient, the reason being that the larger the company, the greater will be the need for external capital. In the case of the overall size of the group, we do not have a-priori expectations. On the one hand, a larger group should be able to generate enough internal cash-flow to finance new companies on its own; on the other hand, the size of the group can have a positive influence on the ability to raise external capital. The result of the multivariate analysis is presented in Table 7 .
The multivariate estimates do not confirm hypothesis ii.a): the share of the first (controlling) owner is higher when the company is controlled by another company, than when it is controlled by a physical person.
The technological intensity of production has the expected sign, but is not statistically significant; this is probably due to measurement problems. The size of the company and the size of the group are not statistically significant.
We can conclude that hypothesis ii.a) is rejected by the data, while hypothesis ii.b) is confirmed.
11 Also in this case we consider possible endogeneity problems. We use an instrumental variable approach (2SLS 
Conclusions
Until recently the formation and presence of business groups was associated with large businesses, and explained predominantly by financial theories. The presence of business groups in the small business sector suggests that there are alternative theories, based on the entrepreneurial and organizational strategies of entrepreneurs. Are both perspectives relevant to understanding business group formation in the small firms sector, or are the two explanations mutually exclusive in their respective contexts? This paper sheds light on this issue by comparing both financial and entrepreneurial/organizational perspectives which may explain the formation and characteristics of business groups in the small business sector.
These two perspectives have different implications for the role played by minority shareholders in controlled firms. The financial explanation highlights the importance of raising outside equity to separate cash flow rights from control rights and maximize the return on the capital invested by the entrepreneur. The entrepreneurial/organizational explanation considers the raising of outside equity as a mechanism to incentivize new human resources, thus strengthening the entrepreneurial team involved in the start-up and management of the new businesses. In so doing the establishment of a new firm and its addition to the business group provides a more efficient mechanism for organising and managing entrepreneurial diversification which would otherwise could been incorporated less efficiently within an existing firm (Wiklund and Shepherd, 2008) .
Two hypotheses were derived from these contrasting perspectives for detailed empirical analysis. The first hypothesis, i.e. that firms controlled through business groups are expected to be larger and more capital intensive (FP) is supported by the empirical evidence, but the counterpart hypothesis (OP), i.e. that firms in business groups are more likely to be knowledge intensive (in terms of human resources employed by the firm) is also supported by the empirical evidence. In this sense both explanations seem to be complementary to each other.
The greater presence of business groups in capital intensive sectors results from entrepreneurs using the cash flow accumulated by the established firm to leverage equity. According to the FP this is often done at the expense of minority shareholders. The 'expropriation' of minority shareholders crucially depends on the degree of separation between cash flow rights and control rights (i.e. the ownership shares of minority shareholders). According to this mechanism we expect that the ownership share in indirectly controlled companies is lower than the ownership share of the entrepreneurs in the directly controlled companies. The empirical evidence, however, shows the contrary, that the entrepreneur's share is lower in directly controlled firms than in those indirectly controlled. This finding is compatible with the OP but less reconcilable with the FP. Furthermore given http://www.rei.unipg.it/rei/article/view/136 that in many cases ownership concentration is so high, this is less reconcilable with the aim of separating cash-flow rights from control rights.
For these reasons our empirical results confirm that the entrepreneurial explanation provides a strong alternative explanation for the presence and characteristics of business groups in the small business sector.
Our ability to research these issues quantitatively has been made possible by being able to access the Capitalia database in Italy which is rare amongst data bases of firms in providing information on ownership links across firms, and the ability to differentiate between vertical and horizontal business groups. For this reason Italian firms have provided an important context to explore these hypotheses. This study thus confirms the importance of being able to establish data bases of firms capable of identifying ownership linkages between portfolio entrepreneurs and the firms they have an ownership stake in (Scott and Rosa, 1996) . How far we may be able to generalise further from these findings will depend to a large extent on the ability of future studies to identify and explore similar data bases.
The empirical analysis has some limitations. The most important refers to the variables available. In order to achieve a more precise investigation of our hypotheses (in terms of ownership shares and sector of activity) we should consider new-born firms in business groups, i.e. firms just after their foundation, and the involvement of minority shareholders in the management of the new-born firms. This would require ad hoc collection of data. Despite this limitation, the original contribution of this paper is to show the relevance of the 'entrepreneurial/organizational perspective', and to highlight among other things, the role of human capital in explaining the presence of business groups. This is a crucial dimension that is mostly missing from the 'financial' explanatory approach. Future research should focus on related theoretical and empirical issues.
In terms of theoretical investigation, it might be fruitful to integrate models considering the role of human capital in the creation of new ventures in the context of business groups. In relation to the empirical evidence, the present study 'indirectly' tests the compatibility of the organiz ational approach with the available data, on the basis of some implications derived from this approach. Empirical analysis would benefit from the development of a more formal model to derive testable hypotheses. Also, analysis of the involvement of minority shareholders in the management of new companies would be useful in order to assess the relevance of the organizational approach.
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Examples of such groups are the Somacis group and the Lube group; the first operating in the production of printed circuit boards and touch screen devices; the second in the production of kitchen furniture.
The Somacis group is composed of height companies, four of which operating abroad (see Figure A3 ). The head of the group is a holding company. Of the three companies controlled by the head, two produce printed circuit boards and one (Tastitalia) touch screen devices. In 2012 the Somacis group had a consolidate turnover of 60.7 million Euros.
The Lube group is composed of six companies (see Figure A4 ). The head of the group is a holding company. The controlled companies operate in the production of different types of kitchen furniture or provide services for the same production. In 2012 the Lube group had a consolidated turnover or 147.5 million euros. 
